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80 South Jefferson Road
Whippany, NJ 07981

 
Regina McNeil

Vice President of Legal, 
General Counsel & 

Corporate Secretary
PH 973-884-8168
FX 973-884-8372

rmcneil@neca.org

November 13, 2015

Marlene H. Dortch
Secretary 
Federal Communications Commission
445 12th Street S.W.
Washington, DC   20554

Lynne Hewitt Engledow
Pricing Policy Division
Federal Communications Commission
445 12th Street S.W.
Washington, DC   20554

Re: Connect America Fund Docket No. 10-90, et. al.
Supplemental Data Filing

Dear Ms. Dortch and Ms. Engledow:

On November 6, 2015, pursuant to a prior staff request, the National Exchange Carrier 
Association, Inc. (NECA) filed revised data and results for a potential “bifurcated” approach for reform 
of rate-of-return universal service fund (USF) support mechanisms.1

That filing included a chart comparing estimated effects on rural consumers of providing or not 
providing support for broadband-only Internet access services provided by rate-of-return regulated local 
exchange carriers (RLECs), based on the proposed bifurcated support mechanism.2 Rate impacts for 
this chart were estimated using the cost growth assumptions described under “Scenario 3” of NECA’s 
analysis. Scenario 3 was chosen for these purposes because it appeared to produce aggregate 10-year 
growth estimates closest to recent growth trends. 

                                                           
1 Letter from Regina McNeil, NECA, to Marlene H. Dortch, Secretary – Federal Communications 
Commission, and Lynne Hewitt Engledow, Pricing Policy Division, Connect America Fund, Docket No. 
10-90 (filed Nov. 6, 2015). 
2 Id., Attachment 1, Exhibit 1. 
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Subsequently, staff requested similar charts be presented using the cost growth assumptions 
underlying Scenarios 1 and 2 as well.  Accordingly, the attached revised filing presents three separate 
charts displaying estimated consumer rate impacts of providing or not providing RLECs with support for 
broadband-only Internet access services. 

It should be noted that this data continues to be provided to aid in the identification and 
discussion of issues that may require further examination and does not represent any position on this 
concept by NECA. Additionally, as noted in NECA’s November 6, 2015 letter, NECA is continuing to 
analyze these data using a different Connect America Fund – Intercarrier Compensation assumption.  
The results of this analysis will be provided in a further submission. 

Enclosures



Attachment 1

FCC Bifurcated Approach to Broadband Support for Rate of Return Regulated Companies
(RLECS)

General Modeling Assumptions

Introduction

Modeling the FCC’s proposed bifurcated approach for broadband funding requires making
significant assumptions about a number of factors, including potential changes in loop
investment, plant retirements, and overall changes in loop costs for more than 1,000 small rate
of return local exchange carriers (RLECs) over time. The assumptions used can produce
materially different model results.

The following analysis presents three scenarios intended to simulate, on an aggregate basis,
potential effects of the concept under different potential investment growth assumptions.1

This analysis includes growth in investment and operating expenses based on NECA’s
September 30, 2015 Annual High Cost Loop Data Submission and application of investment and
operating expense limits and overall budget controls as requested by Commission staff.
Average actual loop cost growth for the past two years for a consistent sample of 740 cost
companies has been 0.95% (equivalent to approximately 10% over 10 years). The attached
analysis assumes that future growth rates could change in three different ways:

Scenario 1 utilizes recent investment, expense and retirement loop cost trends. Growth
and retirement rates for companies with the least depreciated plant (representing
recent significant investment) are applied to companies with the most depreciated plant
(representing companies most likely to begin material investment in future) and vice
versa. This scenario assumes that companies who have built out broadband recently
will reduce investment levels, and companies that have not yet built out broadband will
invest at a rate similar to companies that have recently built out their networks.
Scenario 2 assumes each company’s future investment equals the sum of its
depreciation expense on old and new investment. With both Scenarios 2 and 3,
expense growth has been applied using the aggregate two year average growth rate
(1.05%) of the 740 sample cost companies.

1 Because these analyses are based on significant assumptions, NECA cannot state with any
certainty the modeled results are representative of what would actually happen. Additionally,
there are a number of issues still open in this proceeding that are not considered and could
alter results (e.g. extent of changes to Parts 32, 36, 54, and 69, effects of benchmarks and cost
controls on voice and broadband rates, and achievement of FCC broadband rate benchmarks).
Further, while these summaries are intended to provide useful information on the potential
aggregate effects of proposed reforms, underlying study area specific calculations are not
expected to be representative of any individual company’s results.
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Attachment 1

Scenario 3 assumes each company’s future investment equals the sum of its
depreciation expense on old and new investment, plus 20 percent. This scenario
produces aggregate cost growth close to recent trends.

Summary of Growth Assumption Results

Scenario 1 results in a decrease in modeled aggregate loop costs over 10 years of 9%; Scenario
2 results in a reduction of 2% over the 10 years; and Scenario 3 results in an aggregate increase
in loop costs of 6% over the same 10 year period.

At FCC staff’s request, these price outs include certain budget constraints. Benchmarks for the
new mechanism for each scenario are set at $45, and projected budget over runs are
eliminated by applying per line and percent reductions to both the legacy programs and the
new mechanism based on their pro rata share of the projected funding requirement. A
detailed explanation of these budget control methods and effects is included in the attached,
along with detailed summaries of modeled results for each growth assumption.

General Modeling Assumptions

Loop costs remain as defined in current rules. Operating expenses follow investment based on
relative net investment in the new mechanism to total net investment. This represents a
change from current rules where operating expenses follow total investment in service.

Loop costs associated with investment in place by a “Date Certain” (assumed to be December
31, 2015 for modeling) remain in existing Interstate Common Line Support (ICLS) and High Cost
Loop Support (HCLS) mechanisms, except for costs associated with broadband only services.
These old loop costs will continue to be assigned 25% interstate for voice only and voice data
services and 100% interstate for broadband only services.

Loop costs associated with investment after the Date Certain will go into the new support
mechanism. This new investment will be considered 25% interstate for voice only and voice
data services and 100% interstate for broadband only services.

Loop costs associated with investment in broadband only services, regardless of the date the
investment was placed in service, are assigned to the new support mechanism.

The rate of investment going into the new mechanism will vary by company. For example, a
company that completed Fiber to the Premises (FTTP) deployment in 2015 will have little loop
cost in the new mechanism, whereas a company just beginning its FTTP deployment in 2016 will
have a more rapid increase in loop costs in the new mechanism.

Service to customers will utilize a combination of old and new investment for a substantial
period of time, and the mix of old vs. new will vary by company over time. This means that the
amount of loop costs recovered from end users through subscriber line charges (SLCs), existing
HCLS support, or the benchmark under the new mechanism must be prorated by company over
time, based on the percentage of loop costs a company has in the old mechanisms vs. the new
mechanism.

November 13, 2015 2



Attachment 1

For example, in 2018 if a company has 80% of its loop cost in old and 20% in new, its
2018 SLCs will be 80% of current levels (i.e., $5.20/$7.36) and the National Average Cost
Per Loop (NACPL) for that company will likewise be set at 80% of the current frozen
level (i.e., $518.30). Its benchmark for the new mechanism will be set at 20% of the
new mechanism benchmark. If another company has 60% of its loop costs in old and
40% in new, in 2018 its SLCs will be $3.90/$5.52, its NACPL will be $388.72 and its new
mechanism benchmark will be at 40%. These results will vary by company depending on
the company’s investment levels going forward. For broadband only lines the total cost
of these lines are being assigned to the new mechanism regardless of the plant mix
between old and new, therefore the new mechanism benchmark will apply throughout
the transition without proration.

Imputed revenues associated with the new mechanism benchmark and added budget controls
will be recovered via a combination of interstate SLCs, existing interstate special access rates
and intrastate charges and support mechanisms. For price out purposes, it is assumed all lines
(including voice only lines) will generate the required revenues from a combination of these
revenue sources. However, it is unclear how budget cuts to ICLS (old and new) will be
recovered given interstate SLCs are capped.

New mechanism support, which will be estimated and trued up similar to current ICLS, will be
calculated on a combined basis using all new loop investment costs plus costs of old investment
associated with broadband only services, then allocated among new interstate common line
costs, interstate broadband only loop costs and intrastate services. Interstate broadband only
support will be subtracted from interstate special access revenue requirement prior to setting
rates. Attachment 1, Exhibit 1 displays potential effects on interstate broadband only rates.
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Attachment 2

FCC Bifurcated Approach to Broadband Support for RLECs

Technical Notes and Assumptions

In addition to the General Modeling Assumptions, the following are Technical Notes and
Assumptions pertaining to the FCC’s latest request to model its Bifurcated Mechanism:

Growth assumptions vary by scenario as follows:

Scenario 1: Investment is modeled for old and new mechanisms based on two year
average growth and removal rates with higher growth rates applied to study areas with
a higher percent of depreciated plant (growth rates based on data in Exhibit 1).
Companies were stratified into four groups, and an annual investment growth amount
was calculated based on the two year average. This fixed amount is added annually to
the new mechanism investment. In addition to investment growth, operating expenses
were grown in the same manner as investment (based on data in Attachment 2, Exhibit
1).

Scenario 2: The old depreciation expense for the base year becomes the new
Telecommunications Plant in Service (New TPIS) amount for 2016. For ensuing years,
New TPIS is grown by the sum of depreciation expense amounts for both the old and
new investment from the prior year. Operating expenses were grown at the two year
aggregate average expense growth rate for rate of return companies (1.05%).

Scenario 3: The old depreciation expense for the base year grown by 20 percent
becomes the New TPIS for 2016. For the ensuing years, the New TPIS is grown by the
sum of the depreciation expense amounts for both the old and new investment from
the prior year, grown by 20 percent. Expenses were grown at the two year aggregate
average expense growth rate for RLECs (1.05%).

Common assumptions for all three scenarios:

1. Price outs assume 100% of RLEC study areas currently on rate of return regulation
remain on rate of return regulation.

2. Loop cost data is based on the HCLS definition for loop cost. Actual loop costs assigned
to Interstate under current FCC rules include additional cost assignments required under
other rules (e.g., costs related to land and buildings, customer service, etc.). For
purposes of this price out, in order to more closely simulate the Commission’s overall
cost allocation rules, an adjustment factor of 10% has been applied to the HCLS
unseparated revenue requirement to capture accounts included in Interstate loop costs
but not included for the HCLS loop cost calculation.

November 13, 2015 7



Attachment 2

3. The 2015 and new mechanism cost amounts are based on calendar year 2014 HCLS Data
contained in NECA’s September 30, 2015 annual USF submission.(For the remaining
assumptions the calendar year 2014 data in the NECA 2015 Submission is the “2015”
data). Interstate Common Line data for 2015 reflects 2015 2016 projected test period
amounts from the June 2015 Annual Tariff Filing.

4. Depreciation expense for old investment for all scenarios is based on the ratio by study
area between 2015 depreciation expense and 2015 TPIS applied annually to the
corresponding old TPIS amount.

5. Retirement is calculated as an annual fixed amount by applying two year average
removal factors to company specific 2015 TPIS amounts and company specific operating
expense (OPEX) is grown by using two year average OPEX growth factors. For the first
scenario the removal factors and the OPEX growth factors are based on the stratified
group data shown in Exhibit 1 with higher removal rates and higher OPEX growth
applied to study areas with higher percent of depreciated plant and vice versa. For
scenarios 2 and 3, retirement of old investment and OPEX growth are calculated using
the two year aggregate average of all companies, shown in Exhibit 1 rather than the
stratified averages used in scenario 1.

6. For new mechanism investment, a 20 year life is assumed (average of longer Cable &
Wire Facility (CWF) lives and shorter Central Office Equipment (COE) lives) resulting in
an annual depreciation rate of 5% applied to New TPIS. It is assumed for all scenarios
that no new investment is removed over the 10 year period.

7. For new investment support calculations, the assumed authorized rate of return is 9.5%
per FCC direction.

8. Expenses, other than depreciation expense and accumulated depreciation reserve, are
allocated between old and new mechanisms based on the relationship of new net loop
investment to total loop net investment.

9. Bifurcated benchmarks, needed to reflect the use of both old and new investment to
provide service, were calculated as follows:

a. The frozen NACPL and new mechanism benchmark were adjusted annually
based on the percent of loop cost in old versus new by study area.

b. SLCs were adjusted annually by percent reduction in Common Line revenue
requirements by study area.

c. The benchmark revenue for the new mechanism was set at $45 per month for
each scenario and held constant over the 10 years and adjusted to reflect the
percent of loop cost in the new mechanism by year by study area, with the
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Attachment 2

exception of broadband only lines, for which the $45 is applicable across the
entire 10 years.

10. Broadband only lines are based on lines reported by NECA Digital Subscriber Line (DSL)
pool participants from June 2015 reported counts, extrapolated to the total population
of RLECs. For purposes of estimating future broadband only lines for all study areas, the
percentage of broadband only lines to total access lines for all study areas reporting
broadband only lines was applied to the access line counts for study areas not reporting
broadband only lines. Broadband only line counts were then grown for all study areas
at the rate of 5% per year. The line counts for voice only and voice data lines are grown
based on the most recent two year average change among NECA DSL pool participants.
Voice only line growth was 11.65% and voice data and broadband only combined
growth was +2.49%. (For modeling purposes, the voice data lines were determined
residually by subtracting the calculated broadband only lines from total voice data and
broadband only lines grown at +2.49%.) Category 1.3 loop growth was assumed to be
3.25%.

11. Broadband only lines will be supported out of the new mechanism per FCC direction.
Existing costs as well as new costs associated with broadband only lines are included in
the new mechanism with an assumed rate of return on existing investment of 11.25%.
Existing broadband only costs are estimated based on a ratio of broadband only lines to
total lines applied to total loop costs.

12. Average Schedule companies' data was modeled based on aggregate cost company
trends.

13. The RLEC high cost support budget was assumed to be $1.625B and held constant with
RLEC Connect America Fund – Intercarrier Compensation (CAF ICC) amounts removed
but assumed to remain constant across all years at a level of $375 million per FCC
direction.

14. ICLS amounts were supplemented with USAC ICLS projected data for those study areas
not in NECA’s Common Line tariff. Common Line revenue requirements were reduced
by the proportion of old loop costs to total (old plus new) loop costs.

15. Consistent with the treatment for ICLS, lines and costs associated with acquired
exchanges, treated separately for HCLS per section 54.305 of the Commission’s rules,
have been combined with the data for the acquiring study areas for purposes of
determining the assignment of expenses between the legacy and new mechanisms
based on net investment in the new mechanism of the combined entity to total net
investment of the combined entity. HCLS for the acquired exchanges is phased down
annually by the average annual percent change in loops of 3.25%.
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Attachment 2

16. Frozen MAG amounts are transferred from the legacy ICLS mechanism to the new
mechanism based on the ratio of new net plant to total net plant by study area.

17. The Corporate Operations Expense Limit is reflected in both old and new mechanism
support calculations, applied to total expense prior to allocation to old and new.

18. Operating expenses, including corporate operations expense and taxes, are limited
based on a double log regression methodology provided by the Commission and
described further in Attachment 3.

19. Capital expenditures associated with the new mechanism are limited based on the
Capital Budget Mechanism methodology described in the Rural Associations’ ex parte
presentation in this proceeding, dated August 31, 2015.

20. The $3000 annual cap on support is applied to the sum of old investment and new
investment support divided by sum of 1.3 loops plus broadband only lines.

21. The overall budget control mechanism is then applied to HCLS, ICLS and the new
mechanism support as required to achieve the loop support budget of $1.625 billion.
See Attachment 4 for description of methodology used.

22. Safety Valve and Safety Net Support are not included in the modeling of support
amounts.

23. The effects of any potential competitive overlap adjustments are not reflected in the
modeling of support amounts.
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LLoop Cost Growth/Removal Trends Attachment 2

Cost Company by % Depreciated (2015-1 HCL data - latest view of annual submission filed September 30, 2015) Exhibit 1
Based on a consistent sample of 754 cost companies using High Cost Loop data (official view), excluding price cap affiliates

AAll companies 
(754) AAccount 2012 2013 2014

Variance $
12-13

Variance %
12-13

Variance $
13-14

Variance %
13-14

Average 
Variance $

Average 
Variance %

Average
2013-2014

Depreciation Expense 808,604,480        807,541,118        820,161,096        (1,063,362)     -0.13% 12,619,978    1.56% 5,778,308      0.72% 813,851,107         
Accum. Depreciation 11,010,250,430   11,511,989,412   12,081,225,706   501,738,982  4.56% 569,236,294  4.94% 535,487,638  4.75% 11,796,607,559    

TPIS 16,902,310,102   17,447,463,808   18,147,664,990   545,153,706  3.23% 700,201,182  4.01% 622,677,444  3.62% 17,797,564,399    
Net Plant Invest. 6,063,725,352     6,103,864,458     6,248,433,851     40,139,106    0.66% 144,569,393  2.37% 92,354,250    1.52% 6,176,149,155      

Operating Expenses 1,467,504,695     1,459,656,138     1,498,133,932     (7,848,557)     -0.53% 38,477,794    2.64% 15,314,619    1.05% 1,478,895,035      
Taxes 161,170,863        161,213,802        157,477,693        42,939           0.03% (3,736,109)     -2.32% (1,846,585)     -1.15% 159,345,748         

Loop Cost RRQ 3,119,449,140     3,115,095,810     3,178,721,529     (4,353,330)     -0.14% 63,625,719    2.04% 29,636,194    0.95% 3,146,908,669      
TPIS - Accum.Dep. 5,892,059,672     5,935,474,396     6,066,439,284     43,414,724    130,964,888  87,189,806    6,000,956,840      

% Accum.Dep. of TPIS 65.14% 65.98% 66.57% 66.28%
Avg. Plant Removal -278,363,469

Removal Factor -1.53%

76 - 100% 
(Most Dep.) Account 2012 2013 2014

Variance $
12-13

Variance %
12-13

Variance $
13-14

Variance %
13-14

Average 
Variance $

Average 
Variance %

Average
2013-2014

Depreciation Expense 121,414,952        111,913,225        107,374,394        (9,501,727)     -7.83% (4,538,831)     -4.06% (7,020,279)     -5.94% 109,643,810         
Accum. Depreciation 2,449,032,764     2,536,560,559     2,607,681,441     87,527,795    3.57% 71,120,882    2.80% 79,324,339    3.19% 2,572,121,000      

TPIS 2,851,647,804     2,885,194,220     2,916,924,517     33,546,417    1.18% 31,730,296    1.10% 32,638,357    1.14% 2,901,059,369      
Net Plant Invest. 421,843,021        367,615,633        328,837,375        (54,227,388)   -12.85% (38,778,258)   -10.55% (46,502,823)   -11.70% 348,226,504         

Operating Expenses 287,542,470        280,859,725        281,176,667        (6,682,744)     -2.32% 316,942         0.11% (3,182,901)     -1.11% 281,018,196         
Taxes 26,392,712          26,905,848          27,004,752          513,136         1.94% 98,904           0.37% 306,020         1.16% 26,955,300           

Loop Cost RRQ 482,807,474        461,035,558        452,550,018        (21,771,916)   -4.51% (8,485,540)     -1.84% (15,128,728)   -3.17% 456,792,788         
TPIS - Accum.Dep. 402,615,040        348,633,662        309,243,076        (53,981,378)   (39,390,586)   (46,685,982)   328,938,369         

% Accum.Dep. of TPIS 85.88% 87.92% 89.40% 88.66%
Avg. Plant Removal -30,319,471

Removal Factor -1.04%

51 - 75% Account 2012 2013 2014
Variance $

12-13
Variance %

12-13
Variance $

13-14
Variance %

13-14
Average 

Variance $
Average 

Variance %
Average

2013-2014

Depreciation Expense 241,447,803        238,188,429        234,888,039        (3,259,374)     -1.35% (3,300,390)     -1.39% (3,279,882)     -1.37% 236,538,234         
Accum. Depreciation 3,850,215,143     4,014,908,949     4,201,247,499     164,693,806  4.28% 186,338,550  4.64% 175,516,178  4.46% 4,108,078,224      

TPIS 5,211,558,159     5,326,508,951     5,478,066,156     114,950,792  2.21% 151,557,205  2.85% 133,253,998  2.53% 5,402,287,553      
Net Plant Invest. 1,421,882,168     1,371,654,735     1,342,291,129     (50,227,433)   -3.53% (29,363,606)   -2.14% (39,795,519)   -2.84% 1,356,972,932      

Operating Expenses 468,145,928        460,632,071        473,521,077        (7,513,857)     -1.61% 12,889,006    2.80% 2,687,574      0.60% 467,076,574         
Taxes 52,030,143          47,013,189          41,395,429          (5,016,955)     -9.64% (5,617,760)     -11.95% (5,317,357)     -10.80% 44,204,309           

Loop Cost RRQ 921,585,618        900,144,846        900,812,297        (21,440,772)   -2.33% 667,450         0.07% (10,386,661)   -1.13% 900,478,571         
TPIS - Accum.Dep. 1,361,343,017     1,311,600,002     1,276,818,657     (49,743,015)   (34,781,345)   (42,262,180)   1,294,209,329      

% Accum.Dep. of TPIS 73.88% 75.38% 76.69% 76.04%
Avg. Plant Removal -61,022,056

Removal Factor -1.11%

26 - 50% Account 2012 2013 2014
Variance $

12-13
Variance %

12-13
Variance $

13-14
Variance %

13-14
Average 

Variance $
Average 

Variance %
Average

2013-2014

Depreciation Expense 235,818,670        241,999,238        248,671,445        6,180,568      2.62% 6,672,208      2.76% 6,426,388      2.69% 245,335,341         
Accum. Depreciation 2,915,589,072     3,074,652,397     3,280,907,915     159,063,325  5.46% 206,255,518  6.71% 182,659,422  6.08% 3,177,780,156      

TPIS 4,729,435,777     4,886,971,443     5,186,963,251     157,535,666  3.33% 299,991,808  6.14% 228,763,737  4.73% 5,036,967,347      
Net Plant Invest. 1,867,509,891     1,865,494,871     1,965,369,469     (2,015,020)     -0.11% 99,874,598    5.35% 48,929,789    2.62% 1,915,432,170      

Operating Expenses 401,669,647        404,435,508        416,604,797        2,765,861      0.69% 12,169,289    3.01% 7,467,575      1.85% 410,520,153         
Taxes 48,129,082          50,801,516          48,025,708          2,672,434      5.55% (2,775,808)     -5.46% (51,687)          0.04% 49,413,612           

Loop Cost RRQ 895,712,261        907,104,435        934,406,016        11,392,174    1.27% 27,301,581    3.01% 19,346,877    2.14% 920,755,225         
TPIS - Accum.Dep. 1,813,846,706     1,812,319,047     1,906,055,336     (1,527,659)     93,736,290    46,104,315    1,859,187,191      

% Accum.Dep. of TPIS 61.65% 62.92% 63.25% 63.09%
Avg. Plant Removal -62,675,920

Removal Factor -1.21%

0 - 25%
(Least Dep.) Account 2012 2013 2014

Variance $
12-13

Variance %
12-13

Variance $
13-14

Variance %
13-14

Average 
Variance $

Average 
Variance %

Average
2013-2014

Depreciation Expense 209,923,055        215,440,226        229,227,217        5,517,171      2.63% 13,786,992    6.40% 9,652,081      4.51% 222,333,722         
Accum. Depreciation 1,795,413,452     1,885,867,507     1,991,388,851     90,454,056    5.04% 105,521,344  5.60% 97,987,700    5.32% 1,938,628,179      

TPIS 4,109,668,363     4,348,789,194     4,565,711,067     239,120,831  5.82% 216,921,873  4.99% 228,021,352  5.40% 4,457,250,130      
Net Plant Invest. 2,352,490,273     2,499,099,220     2,611,935,878     146,608,947  6.23% 112,836,659  4.52% 129,722,803  5.37% 2,555,517,549      

Operating Expenses 310,146,650        313,728,834        326,831,391        3,582,184      1.15% 13,102,557    4.18% 8,342,371      2.67% 320,280,112         
Taxes 34,618,926          36,493,249          41,051,804          1,874,323      5.41% 4,558,555      12.49% 3,216,439      8.95% 38,772,527           

Loop Cost RRQ 819,343,787        846,810,971        890,953,199        27,467,184    3.35% 44,142,228    5.21% 35,804,706    4.28% 868,882,085         
TPIS - Accum.Dep. 2,314,254,911     2,462,921,686     2,574,322,216     148,666,775  111,400,529  130,033,652  2,518,621,951      

% Accum.Dep. of TPIS 43.69% 43.37% 43.62% 43.49%
Avg. Plant Removal -124,346,022

Removal Factor -2.72%

Notes:
(1) Based on HCL Algorithm
(2) Operating Expenses incl. C&WF & COE Maintenance, Network Support, General Support, Network Operations, Corporate Operations, Rents & Benefits
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Attachment 3 

FCC Bifurcated Approach to Broadband Support for RLECs 

Double Log Operating Expense (OPEX) Regression Methodology 

 

OPEX costs are to be limited by comparing companies’ monthly OPEX costs per location to 
regression model-generated monthly expenses per location, plus two standard deviations.  Adding 
two standard deviations to regression results is a common practice for identifying outliers. This 
method has been applied by the FCC in constructing voice and broadband rate ceilings.   
 
OPEX Limits Regression Model According to FCC Specifications  

The OPEX per location variable is related in a regression to locations and density.  
Locations include housing units and business units and correspond to Total Locations 
reported in the ACAM V.2 illustrative model results.   
Density is defined as locations per square mile. Square miles are calculated based on study 
area boundary maps submitted to the FCC and used in ACAM.  
OPEX costs are taken from the 2015 USF data submission and they reflect the Corporate 
Operations Expense Limit.  
Both the dependent and the independent variables are used in regression in their logarithmic 
forms.  
The square of the logarithm of density is also included as an independent variable to better 
capture the effect of density on costs, characterized by initial economies followed by 
diseconomies of density for very high density areas. 
All observations in the regression are equally weighted, including potential outliers. 
 

The preliminary limit formula is constructed by adding two standard deviations to the 
exponentiated regression results. The same standard deviation is used for all study areas.  

 
The preliminary limit formula is shown below.   

 

Monthly Limit per Location =  
 
EXP {6.182459 - 0.228153 x ln Locations - 0.270978 x lnDensity + 0.026398 x [lnDensity]2} + 94.8694 

 
 

Year-to-Year Limit Adjustments 
Monthly per location OPEX limits calculated based on the final formulas would be adjusted 
each year for inflation, based on the annual percentage change in the United States 
Department of Commerce's Gross Domestic Product-Chained Price Index (GDP-CPI).  
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Attachment 4

FCC Bifurcated Approach to Broadband Support for RLECs

Budget Control Process
Background:

The FCC has indicated that a maximum of $2.0 billion will be made available for high cost
support on an annual basis. For purposes of this price out the FCC requested use of an overall
budget control mechanism whereby support reductions would be accomplished through a
combination of per line and pro rata adjustments, similar to the approach suggested for the
new mechanism in the Associations’ Data Connection Support (DCS) proposal previously
submitted in this proceeding. Unlike the DCS proposal, which applied reductions solely to the
new mechanism, per staff request this approach reduces support across all programs, legacy
and new, to satisfy budgetary constraints. Expansion of the budget control methodology
contained in the DCS proposal to incorporate HCLS and ICLS is discussed below.

FCC Budget Control Methodology:

Assuming the total high cost support budget is $2 Billion, CAF ICC is assumed to be funded at
$375 million annually per FCC direction with the remaining $1.625 billion in support available
for distribution to HCLS, ICLS and the new mechanism for loop support.

To illustrate the application of this method: in year 1 Scenario 1, projected support amounts,
after taking into consideration limits to new capital investment and operating expenses as well
as existing corporate operations expense limits and the annual $3,000 cap on high cost support,
exceed the available $1.625 billion budget by $80.3 million. Individual company payments will
therefore need to be reduced to satisfy budget constraints. HCLS is targeted to be funded at
$710.8 million, ICLS is projected to be $795.0 million, and the new mechanism requires $199.5
million. Collectively, the three programs require $1.705.3 billion for which only $1.625 billion is
available, resulting in a potential budget overrun of $80.3 million. The following two step
process is used to reduce individual study area support amounts to satisfy budgetary
constraints:

Step 1: Each program would have its support reduced by a pro rata share of the total and then
each program would be adjusted by a per line and percent reduction to satisfy the budget
constraint.

In the above example, HCLS accounts for 41.7 percent of the total support requirement
($710.8m/$1,705m), ICLS 46.6 percent with the remaining 11.7 percent being attributable to
the new mechanism. Thus, the budget overrun of $80.3 million would be prorated among the
three programs using the derived percentages:

HCLS $33.5 million (from $710.8 to $677.3 million)
ICLS $37.4 million (from $795.0.6 to $757.6 million)
New $9.4 million (from $199.5 to $190.1 million)
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Attachment 4

Step 2: Each of the three mechanisms would then utilize the proposed DCS Budget Control
methodology for determining the reductions needed to satisfy the budgetary constraints.

Using HCLS as an example, the $33.5 million would be divided by 2 to determine the amount for
which the per line reduction is to apply. The resulting $16.75 million would be divided by the
number of Category 1.3 lines for study areas eligible to receive HCLS to determine the per line
reduction to be applied to each study area’s Category 1.3 lines. (For display purposes, this
amount is divided by 12 to produce a monthly reduction per line). The impact on each study
area’s support would then be determined by multiplying the per line amount by each study
area’s Category 1.3 lines. Each study area’s preliminary adjusted support would then be
determined by subtracting the reduction from the original support amount. (Since a study area
cannot receive negative support, if the adjusted support is less than zero it is set to zero.) The
preliminary adjusted support amounts for all study areas are then summed and compared to
total amount of support available for distribution to determine the pro rata adjustment factor.

For example, in Year 1, Scenario 1, after application of the per line reductions, the HCLS
preliminary fund size was reduced to $694.2 million. The budget control amount of $677.3
million was then divided by this amount to determine the pro rata adjustment factor. In this
instance, the pro rata adjustment for HCLS would be .9757 applied to the preliminary support
amount to determine the study area’s budget controlled HCLS amount. Together the per line
reductions applied to the original support amounts and the pro rata adjustment applied to the
preliminary amount of $694.2 million produce the reductions necessary to meet the budget
control amount.

The methodology described above for the HCLS budget control adjustment is used to
determine budget controlled amounts for both ICLS and the new mechanism. Table 1 below
displays year 1 impacts of the budget control mechanism for each of the three scenarios.

Table 1 Budget Control Impacts Year 1

Scenario 1 Scenario 2 Scenario 3
Total Support Adjustment
Amount

$80.3 M $106.1 M $127.0 M

HCLS $33.5M $43.5 M $51.4 M
Per Line per Month $0.65 $0.85 $1.00
Percent 97.57 % 96.80% 96.19%

ICLS $37.4 M $47.8 M $55.2 M
Per Line per Month $0.44 $0.56 $0.65
Percent 97.59% 96.84% 96.24%

New $9.4 M $14.8 M $20.4 M
Per Line per Month $0.13 $0.21 $0.28
Percent 97.56% 96.80% 96.19%
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Table 2 displays the budget control impacts for year 10.

Table 2 Budget Control Impacts Year 10

Scenario 1 Scenario 2 Scenario 3
Total Support Adjustment
Amount

$400.6 M $561.8 M $844.6 M

HCLS $55.7 M $71.8 M $94.7 M
Per Line per Month $1.78 $2.06 $2.66
Percent 87.81% 83.25% 76.72%

ICLS $31.5 M $25.6 M $29.8 M
Per Line per Month $0.93 $0.73 $0.85
Percent 88.89% 85.17% 79.15%

New $313.4 M $464.4 M $720.1 M
Per Line per Month $3.93 $6.01 $9.08
Percent 88.74% 84.86% 78.75%
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